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QUESTION 1                   (45 MARKS) 
                                                                                [54 MINUTES] 
 
Rex Ltd is a motor manufacturer specialising in the production of high-end luxury sports cars 
and has a financial year end of 31 December. As a relatively new enterprise, the company 
has recently entered into a number of strategic deals to acquire investments that will aid its 
current growth plan, details of which are listed below: 
 
Gamma Ltd 
 
On 1 January 2011, Rex Ltd acquired 40% of the issued share capital of Gamma Ltd for      
R 150 000. At the date of acquisition, the shareholders equity of Gamma Ltd consisted of the 
following: 
 
Share Capital (200 000 shares)  R 300 000 
Retained Earnings                        R 75 000 
 
Rex Ltd exercises joint control over the financial and operating policy decisions of Gamma 
Ltd in terms of a joint arrangement. As stipulated in the agreement between stakeholders, 
the parties have rights to the net assets of the arrangement. 
 
Beta Ltd 
  
Rex Ltd paid R690 000 to acquire 80% of the issued ordinary shares of Beta Ltd. In terms of 
the suspensive conditions of the purchase agreement, Rex Ltd would gain control of Beta 
Ltd, effective on 1 October 2013. 
 
Rex Ltd seconded management personnel to Beta Ltd in an attempt to streamline the 
operations of Beta Ltd. The management fee for the period 1 October 2013 to 31 December 
2013 amounted to a total of R11 250. Profit of Beta Ltd for 2013 accrued evenly throughout 
the year. The following extracts of the financial statements do not yet take into account the 
management fee: 
 
EXTRACT FROM THE STATEMENTS OF CHANGES IN EQUITY FOR THE REPORTING 
PERIOD ENDED 31 DECEMBER 2013 
 RETAINED EARNINGS 
 
Rex Ltd Beta Ltd Gamma Ltd 
Balance at 1 January 2013   1 215 000      189 000         210 000  
Changes in equity for 2013       
Preference dividend paid        (12 000)      
Ordinary dividend paid        (75 000)      (15 000)        (450 000)  
Total comprehensive income for the year       447 000      115 830         540 000  
Balance at 31 December 2013    1 575 000      289 830         300 000  
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QUESTION 1 CONTINUED               (45 MARKS) 
                                                                                [54 MINUTES] 
 
STATEMENTS OF FINANCIAL POSITION FOR THE REPORTING PERIOD 31 
DECEMBER 2013 
 
 Rex Ltd   Beta Ltd   Gamma Ltd  
ASSETS 
   Property, plant and equipment       753 000      210 000         450 000  
Investment in Beta Ltd at fair value       690 000              -                    -    
Inventories   1 500 000      600 000         300 000  
Other investments       132 000              -                    -    
Loan to Beta Ltd         45 000              -                    -    
Trade receivables    1 209 000      366 000                  -    
Total assets    4 329 000   1 176 000         750 000  
    
EQUITY AND LIABILITIES 
   Share capital: R1 ordinary shares       240 000      225 000         300 000  
Share capital: 8% preference shares       150 000              -                    -    
Retained earnings    1 395 000      289 830         300 000  
Shareholders loan               -                -                    -    
Deferred tax       294 000        16 170                  -    
Long-term liabilities    2 250 000      645 000         150 000  
Total equity and liabilities    4 329 000   1 176 000         750 000  
 
 
STATEMENTS OF COMPREHENSIVE INCOME FOR THE REPORTING PERIOD ENDED 
31 DECEMBER 2013 
 
Rex Ltd Beta Ltd Gamma Ltd 
Revenue    1 942 500      780 000      1 800 000  
Cost of sales   (1 523 250)     (600 000)       (900 000)  
Gross profit       419 250      180 000         900 000  
Interest received from Beta Ltd (October to 
December)           1 125              -                    -    
Dividends received from Beta Ltd         12 000              -                    -    
Dividends received from Gamma Ltd 180 000 - - 
Interest received on other investments         14 250              -                    -    
Interest paid        (61 500)      (19 125)                  -    
Costs incurred to acquire Beta Ltd – Consulting 
fees        (13 125)              -                    -    
Profit before tax       552 000      160 875         900 000  
Income tax expense: current and deferred      (105 000)      (45 045)       (360 000) 
PROFIT FOR THE YEAR       447 000      115 830         540 000  
TOTAL COMPREHENSIVE INCOME FOR THE 
YEAR       447 000      115 830         540 000  
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QUESTION 1 CONTINUED               (45 MARKS) 
                                                                                [54 MINUTES] 
 
Beta Ltd paid the dividend on 20 December 2013, and Rex Ltd paid the preference dividend 
and the ordinary dividend on 30 June 2013. 
 
The details of the property, plant and equipment of Beta Ltd on 1 October 2013 were as 
follows: 
 
 
Carrying 
amount 
Fair 
value 
 Land  R 78 750 R 221 250 
Other property, plant and equipment  R 210 000 R 210 000 
 
There were no other liabilities other than deferred tax which originated from the revaluation 
of land at 1 October 2013. The carrying amount of trade receivables made up the difference 
of the net assets and liabilities acquired at acquisition. On the date of acquisition Rex Ltd 
measured the non-controlling interest at the fair value of R127 500. 
 
The fair value of the investment in Beta Ltd is considered to be equal to the cost price of the 
investment. 
 
Assume a normal tax rate of 28% and a CGT inclusion rate of 66.6% 
 
Round off all amounts to the nearest Rand. 
 
REQUIRED: 
a) Prepare the necessary pro-forma journal entries to account for the consolidation of Beta 
Ltd in the consolidated financial statement of the Rex Ltd group at 31 December 2013.(18) 
b) Prepare the consolidated statement of comprehensive income for the reporting period 
ended 31 December 2013 for the Rex Ltd Group. Show all calculations clearly.      (22) 
c) Present the ‘Investment in Joint Venture’ line item in the separate statement of financial 
position of Rex Ltd as it should appear at 31 December 2013.              (5) 
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QUESTION 2                  (15 MARKS) 
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Ruben (Pty) Ltd, as part of its expansion plans within the food industry, signed an agreement 
with Chef Ltd on 10 January 2014. In terms of the agreement Ruben (Pty) Ltd would obtain 
control over the major assets and liabilities of Chef Ltd on the date of the agreement. The 
assets and liabilities taken over in terms of the transaction represent a “business” as defined 
in IFRS 3 Business Combinations. 
 
The following assets and liabilities were taken over in terms of the agreement on 10 January 
2014: 
 
 Carrying 
Values 
Additional 
Information 
Assets R  
Land and Buildings 10 000 000 1 
Plant and Machinery 22 000 000 2 
Inventories 2 000 000 3 
Trade and other receivables 5 000 000 3 
   
Liabilities   
Long Term borrowings 3 500 000 3 
Payables 2 000 000 3 
   
 
Additional information: 
1. The fair value of the land and buildings was still being determined at the time of the 
agreement, and only a provisional fair value valuation could be performed. At acquisition 
date the provisional fair value of land and buildings was R13 000 000. 
 
2. The carrying amount of the plant and machinery was made up as follows: 
 R 
Cost 29 000 000 
Accumulated depreciation (7 000 000) 
 22 000 000 
 
The fair value of the plant and machinery is R30 000 000 
 
3. The fair values of the other assets and liabilities were as follows: 
 R 
Inventories 1 000 000 
Trade and other receivables 4 000 000 
Long Term borrowings 4 500 000 
Payables 2 500 000 
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                                                                                [18 MINUTES] 
 
4. The purchase consideration for the assets and the liabilities is paid as follows: 
 R20 000 000 will be settled in cash. The amount will however only be paid on 31 
December 2014. The financial manager correctly calculated the present value of the 
consideration to be R17 857 143. 
 Investment property with a fair value of R10 000 000 is transferred to Chef (Pty) Ltd 
on 10 January 2014. It is the policy of Ruben Ltd to subsequently measure 
investment property at fair value. 
 Ruben (Pty) Ltd will settle the remaining part of the purchase price by the issue of 
100 000 ordinary shares with a market price of R200 per share on 10 January 2014. 
5. The financial manager intends to recognise the land and buildings at carrying value as 
he believes the provisional value does not reflect the “true” fair value of the land and 
buildings. 
 
REQUIRED: 
 
a) Prepare the main acquisition journal to record the acquisition of the assets and liabilities 
in the accounting records of Ruben (Pty) Ltd on 10 January 2014.  (10) 
 
b) Discuss and motivate, with reference to IFRS 3 Business Combinations, whether the 
financial manager is correct in his opinion regarding the provisional values of land and 
buildings. (5) 
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QUESTION 3                  (20 MARKS) 
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Africanised Bank Ltd is a financial services company which was acquired by Capitalised 
Bank Ltd on 30 April 2013. The management of the group, as part of its strategy into Africa, 
approved a transaction to raise funding for Africanised Bank Ltd for the expansion plan.  
On 1 July 2013, Africanised Bank Ltd issued 10 000 6% redeemable debentures with a 
nominal value of R10 at a premium of R1 each.  The interest on the debentures is payable 
annually in arrears.  The debentures are redeemable at par value on 30 June 2017 for     
R75 000 in cash and the balance will be made up by issuing 10 000 ordinary shares of R2 
each in Africanised Bank Ltd.  The market related interest rate for a similar debenture on 1 
July 2013 was 9%.  The debentures are unsecured. 
The following present values (PV) on 1 July 2013 up to 30 June 2017 have been calculated 
correctly: 
 
 PV of R75 000 PV of  R100 000 PV of  R110 000 
Discounted at 6% R59 407 R79 209 R87 130 
Discounted at 9% R53 132 R70 843 R77 927 
 
 
 Annual interest on 
R75 000 
Annual interest on 
R100 000 
Annual interest on 
R110 000 
Discounted at 6% R15 593 R20 791 R22 870 
Discounted at 9% R14 579 R19 438 R21 382 
 
The fair value of an ordinary Africanised Bank Ltd share was R3,00  on 1 July 2013. 
 
 
REQUIRED: 
 
a) Discuss the classification, recognition and measurement of the debentures issued by 
Africanised Bank Ltd in the records of Africanised Bank Ltd for the reporting period 
ended 30 June 2014. (5) 
 
b) Prepare the journal entries (including cash transactions) relating to the debentures in the 
general journal of Africanised Bank Ltd for the reporting period ended 30 June 2014. 
 
 Journal entries must be dated but narrations are not required. (8) 
 
c) Disclose the above information in the notes to the Statement of Financial Position of 
Africanised Bank Ltd for the reporting period ended 30 June 2014 to comply with the 
minimum requirements of International Financial Reporting Standards (IFRS) 
 
 The applicable accounting policy note is also required. (7) 
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QUESTION 4 (25 MARKS) 
 [30 MINUTES] 
 
The following financial information regarding the Good Ltd group and its subsidiaries is 
presented to you: 
STATEMENT OF FINANCIAL POSITION FOR THE REPORTING PERIOD ENDED  
31 DECEMBER 2014 
  
Good Ltd 
and its 
subsidiaries 
Luck Ltd 
  R R 
ASSETS     
Non-current Assets 1 544 250 960 000 
Land 510 000 860 000 
Machinery 340 000 100 000 
Investment in Luck Ltd - consideration paid (1 January 2010) 384 000 -  
Investment in Luck Ltd - consideration paid (30 June 2014) 310 250 -  
      
Current assets 339 750 980 000 
Inventories 205 750 500 000 
Receivables 134 000 480 000 
Total Assets 1 884 000 1 940 000 
      
EQUITY AND LIABILITIES     
Equity 1 100 000 1 310 000 
Share Capital 400 000 500 000 
Retained Earnings 700 000 810 000 
      
Non-controlling Interest 140 000 -  
      
Liabilities     
Non-Current Liabilities 480 000 530 000 
Long Term Loan 480 000 530 000 
      
Current Liabilities 164 000 100 000 
Payables 140 000 100 000 
Deferred Tax 24 000 -  
Total Equity and Liabilities 1 884 000 1 940 000 
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QUESTION 4 CONTINUED (25 MARKS) 
 [30 MINUTES] 
 
STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHEMSIVE INCOME FOR THE 
REPORTING PERIOD ENDED 31 DECEMBER 2014 
  
Good Ltd and its 
subsidiaries 
Luck Ltd 
  R R 
Revenue 1 640 000 2 240 000 
Cost of Sales (624 000) (1 120 000) 
Gross Profit 1 016 000 1 120 000 
Dividend Income 60 000 -  
Other Expenses (136 000) (240 000) 
Profit before tax 940 000 880 000 
Income Tax Expense (270 000) (240 000) 
Profit for the year 670 000 640 000 
      
Profit attributable to:     
Equity Holders of the parent 620 000 64 000 
Non-controlling interest 50 000 -  
  670 000 64 000 
 
STATEMENT OF CHANGES IN EQUITY FOR THE REPORTING PERIOD ENDED  
31 DECEMBER 2014 
  
Good Ltd and its 
subsidiaries Luck Ltd 
  
Retained 
Earnings 
Non-
controlling 
interest 
Retained 
Earnings 
  R R R 
Balance at beginning (1 January 2014) 180 000 90 000 230 000 
Profit for the year 620 000 50 000 640 000 
Ordinary dividend paid (31 December 2014) (100 000) -  (60 000) 
Balance at end of the year  700 000 140 000 810 000 
 
Additional information: 
 
1. On 1 January 2010 Good Ltd acquired 40% of the share capital of Luck Ltd for 
R384 000 when the retained earnings of Luck Ltd amounted to R60 000. Since that 
date, Good Ltd exercises significant influence over the financial and operating policy 
decisions of Luck Ltd. 
 
All assets and liabilities of Luck Ltd were fairly valued on 1 January 2010 with the 
exception of land which was undervalued by R400 000 (after the effects of tax and CGT 
were taken into account). Luck Ltd did not revalue the asset in its separate financial 
statements. 
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 [30 MINUTES] 
 
2. On the 30 June 2014, Good Ltd acquired an additional 15% of Luck Ltd.’s ordinary 
share capital for R310 250 and since this date, Good Ltd obtained control over Luck Ltd. 
The assets and liabilities were considered to be fairly valued on this date. 
 
3. The acquisition date fair value of Good Ltd.’s previously held equity interest was 
R580 000. 
 
4. Luck Ltd’s profit for the year  accrued as follows: 
 
1 January 2014 – 30 June 2014 R320 000 
1 July 2014 – 31 December 2014 R320 000 
 
5. Good Ltd elected to measure the non-controlling interests at their proportionate share of 
the acquiree’s identifiable net assets at acquisition date. 
 
6. Good Ltd accounts for all investments in associates in accordance with the equity 
method in its consolidated financial statements. Good Ltd. measures the investment in 
Luck Ltd at cost in terms of IAS27 in its separate financial statements. 
 
7. The company tax rate is 28% and CGT is included at a rate of 66.6% thereof. 
 
 
Required: 
a) Prepare the pro-forma consolidation journal entries to consolidate Luck Ltd into the Good 
Ltd group financial statements for the reporting period ended 31 December 2014.  (25) 
 
Please note:  
 Show all calculations as marks will be awarded for them. 
 Journal dates and narrations are not required.  
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QUESTION 5     (20 MARKS) 
       [24 MINUTES] 
 
The Statement of Financial Position of Shanana Ltd for the reporting period ended 30 June 
2014 is as follows: 
 
 R 
ASSETS  
Non-current assets  230 000 
  
Land at valuation  120 000 
Machinery at carrying amount  110 000 
  
Investment at cost  20 000 
Current assets  475 000 
  
Inventory  270 000 
Receivables  195 000 
Bank  10 000 
  
  725 000 
  
EQUITY AND LIABILITIES  
Share capital  400 000 
Distributable reserves (Retained earnings)  80 000 
Non-distributable reserve on revaluation  30 000 
Shareholders’ interest  510 000 
Long term loan 12,5%  40 000 
Current liabilities  145 000 
  
Payables  115 000 
Dividends declared  30 000 
  
Accumulated depreciation - machinery  20 000 
Provision for uncollectable debt  10 000 
  725 000 
  
 
 
Additional information: 
 
1. Share capital    400 000 
 
 Class A ordinary shares of R1 each 300 000 
 10% Preference shares of R1 each 100 000 
 
The preference shareholders have a preference right to the repayment of capital in the 
case of liquidation. 
 
2. The investment consists of 25 000 80c shares in Sunland Ltd at cost. The investment 
was sold for R35 000. 
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       [24 MINUTES] 
 
3. Ayoba Ltd made an offer on 1 July 2014 to take over the following assets and liabilities 
at the following values: 
 
 R 
Land  140 000 
Machinery  140 000 
Inventory  280 000 
Receivables  180 000 
Long term loan  40 000 
  
 
4. The members of Shanana Ltd accepted the offer and decided to liquidate the company 
voluntarily.  The conditions of the agreement are as follows: 
 
 a) The purchase price will be partly reimbursed by issuing 500 000 ordinary shares 
of 50c each in Ayoba Ltd, at 80c each. 
 b) R300 000 will be paid in cash. 
 
5. Preference shareholders will receive 120c per share.  The payment will be made in 
cash. 
 
6. All payables and the dividends declared will be paid in full. 
 
 
REQUIRED: 
 
a) Prepare the following accounts in the general ledger of Shanana Ltd: 
 
 i) Liquidation account 
 ii) Shareholders accounts (ordinary and preference) 
 iii) Ayoba Ltd 
 iv) Bank  
 
       (20)                  (20) 
 
 
